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ABSTRACT 

The booklet, intended for adult or continuing 
edttcition, discusses the Aaerican €conoaic systea, eafhasizing 
definitions of econoaic conrepts and the individual's role as part of 
the systea. The. objective is to provide a siaple descrij^iou of the 
Aaerlcan econoaic systea and to proaote b-etter understanding o£ it. 
The booklet is 'presented in six Chapters. Chapter I suaaaxizes so»o 
of the econoaic principles upon which Aaerica's prosperity has been 
b'uiit and Etresses the necessity for being able to aake isforaed 
decisions in order to aeet future econoaic and social challenges. 
Chapter ZI defines an econoaic systea as i»ll as goods and services, 
. cftering a brief overview* of various econoaic and pclitical systens. 
Chapter III explains I10W the eccncay , works, exaaining the roles of 
consuaers, producers, governaents, and natural and ether resources. 
Cuapter IV discfnsses how econoaic factors fit together and work, 
eaphasizing the concepts of supply an,d deaand, prices, ooapetiiion, 
expansion and recession, fiscal policies, aonetary pclicy, and 
inflation, chapter V suaaarizcs what, the econoay provides, discussing 
gross national profit; personal, disposable, and' business incoae; 
gross profit; and international' trade, including trade deficit and 
surplus. Chapter VI eaphasizes the need for inf craed .eccncaic choices 
.and the role an indivddnal can pl^y in aaking those choices. It also 
listiS personal and public econoaic chcices involving cpportunity 
cost. (CK) 
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Foreword 



This booklet was prepared following a 
nationwide survey involving Americans from all 
walks of life. 

^survey revealed a basic faith in our 
economic system. It also revealed that most of ^ . 
those interviewed had difficulty in describing how 
our American economic system works and how 
. they were involved in it. 

This bobklet has been prepared to provide a 
quick and simple description of the American 
economic system. It can st-^ve as one step in a 
journey to better economic understanding— a 
journey which should b? a continuing one for 
all of us, ; '* 
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HOWIT 

ALL \ 
STARTED 

The United States in its over 200 years of 
existence has grown to be the economic, wonder 
of the world, bringing forth a richness from its 
farms anrl factories unprecedented in all history. 
Duringlhis period; we have also enjoyed a unique * 
form of dc^mpcratic government that has been an 
inspiration to freedom-seeking ppoples through? 
out the world 

We should be aware of the very important 
cotinection between our ecpnQmic progress and the 
vitality of our democratic form of govemmentj 

This booklet presents some of the economic* 
principles upon vyhich America s prosperity has 
been built, and upon which we can continue to 
' progress during the years ahead. 

Because we have a democratic government. 
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our country cjoes where we — aH of us together— 
decide we want to take it. Only if the chojces we . 
make are based upon an adequate u iddrstanding- 
of our economic system, can these choic^ps be 
made wisely. And inforrned decisions arej essentia! 
if we are to be successful in meef!ng our futdire 
economic and social challenges attiomejand. 
abroad. j 

In the simpler days of our country's past, 
when mo-t Americans lived on farms, mijch ti*ade 
was by barter, with exchange of crops, sudh as corn 
or tobacv..^: for cloth or nails or sugar. Now we 
shop in a variety of ^res— some offering more 



than 7,000 items— and we pay vA/ith casfi, checks, 
or charge it. This reflects some of the enormous 
changes that have occurred in our economy! ' 

Today we live in a time of rapid, challenging 
and sometimes bewildering changes, To deal with 
these, changes — In jobs, in relations between 
people, in communications! in technology, in J * 
commerce — requires much more knowledge than 
was needed in the simpler society we once had. 
Most of these changes involve economics/ 

Economics may be puzzling to many of us, ^ 
yet u/e probably understand it far better than 
we realize. It is what we put into practitre every, 
day when vve exchange our work for our wages . 
and again when we exchange our wages for the 
various things we buy Wherf we borrow money of 
buy a car, we are making economic decisions that 
are just as Important in their o^vn way as ^ 
economic decisions made by businesses and 
goverhments. When we vote on bond issues and 
for political candidates we are actually helping to 
shape the economic decisions of government. 

•So although the subject of "economics" may 
' sound a little complicated, it is ideally ^n ev^iiyday 
part of our lives. All the parts fit together, from a 
purchase ai a nieighborhood s|pre to the sale of , * 
shares of stock by a corporation or an order from 
a foreign country for new jet aircraft' ^' 

Yfet, our econlDmic lives are always changing-, 
and' we are continually faced with new situations; 
More than ever before, we novy have to deal 
seriously With the problempf limited resources.. 
Where we once thought in terms of unlirhited 
resources, we are now increasingly aware that our 
own supplies of many vital resources— such as 
oil —are inadequate to meet our present needs, 
let alone those of future generations. This • ^ 
means we have a whole set of new decisigns to 
make, and we should learn more about th^m. 

^ the pages that follow we will discuss how 
economics is involved in our daily lives, and we 
will see how basic economic concepts affec^t 
decisions made by' consumers, producers and 
governments, h is these important decisions 
whicti will, help determine how well our economy 
meets our needs, now and in the future. 



WHAT IS AN 
ECONOMIC 
SYSTEM? 
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An economic system is'the mechanism by 

which labor, res.ources and skills are brought 
.together to produce and*distribute the enormous 

variety of things people need and wantj 
^ These things include goods — foodl clothing. 

cars, factories, and the like — and seruices suth 
. j^s transportation, education, health care and 

public safety. 

Three Basiitc Questions ^ 

Since there are limits to what can\e pro- 
duced, basic choices must\)e made: 

W/riaf goods and service^ will be produced? 

How will they be produced — thaf is. who will 
^ produce^th^m and what resources will be 
used? . • . , 

lV/)0 will usegthese goods and services? 

Comparing Economic an4^ , . 
Political Systems 

•Different countries have developed different 
ways of answering these questions. Knowledge of 
economic systems in other parts of the world can 
help us understand our own American economic 
system better. 

Although economic and political systems in 
each country i^re related in important ways, we 
should be careful not t6 confuse, the economic ^ 
with the political as^wts of different nations. 



Capitalism refers to a market econornji^ with 
res^0urces owned primarily by private individuals 
and groups. ' 

Socia/is'fW refers to an economy which 
depends heavily on the goverrmS^t to plan and 
make economic decisions and to own and control 
important economic resourced. 

Democmey is a. political system based on * 
individual freedoms. , 

- ^ Communism describes a socialist economy 
ruled by a single political party. 

In spmenations,^1ncluding our own» indi- 
viduals are free to choose their personal goals. 

tj?id to decide how their workcind resources will 
e used. In other nations, only a small group of 
leaders have this power 

We have what is called a "market (^onomy." 
It involves economic decision making by three 
groups— coi^sumers. producers, arfd-govern'* 
ments. Their decisions are guided primarily by the 
interplay of buyers and sellers in the^ marketplace. 

Ma^et economies can be derpocratic, as in 
the United States, or somewhat more authori- 
tarian, as in Spain. The same is true of socialist 
economies. In the case of Sweden, democratic 
political processes guide* a socialist oriented 
economy; in the Soviet Union, a socialist economy 
is mied'by a single group, the Communist Party. 
In todays world-'most major industrial > , 

J ; 



nations are market economies, while socialism is 
commor^ among cjGv^l6ping nations. To under- 
stand and appreciate our American economic 
sj/stem, we need to keep in mind the differences 
between economic and political systems around 
. the world, th^ results they achieve, and the indi- 
vidual freedoms they allow. - 

Decision-making in Our 
Economic System 

. Two Kundred years ago, our government 
exercised littla control in business matters, and 
individuals made almost all tbe economic deci- 
sions. Even in those early years, though, there was 
an active national debate concerned with the ex- 
tent of government involvement in economic life. 

Today, things have become nr\uch more 
complicated. Yet Americans still exercise many 
frcedorns of economic choic*. We now have what 
may also be called a "mixed" economy in which 
. three groups play major decision-making roles: ' 
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C6nsimiers. whp look for the best value in 
return for what they spend. 

Producers, whoseek Jhe best income for 

what they offer. _ J " , • A 

Gouern men fs-^deral, state and locaL/' 
'which seek to promdte the safety and welfare of 
the public, and to prqyide services in.the public ' 
intepest. • ■ 

You may think of yourself only as a , - ^ 
«Qnsumer. Byt most people are a part of all three, 
groups: as consumers, as producers, and as 
voters helping to influence deoisions made by 
governments. 

Many of our economic issues to9ay are ,■ 
coneerned with the ways these three groups ^re , 
involved in makir^g decisions. In the next' section, 
we will explore in more detail the roles of coi;i- 
sumers, producers, a; id governments. And we will 
seeihow you ar>4iii«plved in each of these roles. 
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WHAT l!AAKES 
OUR ECONOMY 
WORK? 



While fnembers of all three groups'- " . 
consumers, producers, and governments -tnake 
decisions in our economic system, the key tole 
that really makes everything work is played by 
you, in your role as a consumer. v • - 

Lets lopk at this role as it was, and as it 
is today. 

Consumers 

In 1776, consumers took care of many of 
their own nt^eds for the basics -food, shelter, and 
clothiiig. Economic matters were simple, altho'ugh 
work was hciid and hours were long. Rather thag 
worrying about income and prices, p^-oplc more . 



often thought in terms of how long it would take 
to weave some cloth, or haivest a crop. 

Most important, one could see very dearly 
the relatiofnship betv^een what was produced and 
what was Consumed. This relationship changed 
as the economic system became more complex, 
andmaking wise choices now has beconrui ^ore 
difficult. But one thing has not changed -ours is 
still a "consumer economy." • , * 

Today^ almost two-thirds- of our nation's 
total economic output consists of goods and 
services bought by individuals and households for 
personal use. The remaining one-third is bought . 
by businesses and governments. So you can 
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clearly see th^ impo^tc|nce of a^l of us as 
consumers in.todavws economy. • 

Every c!ay» we make,dccisions to buy or not 

>.to buy, and thte^e decisions directly affect.our 
economy. Our willingness arid abiljty to spend our 
rnqney^dr certain goods ^fiiod services is c;flHed the 
'demand for^these^things. ^ 

This depnand is influenced by the prices and 
quality of goods and sgrvices. If the price of 
something rises, we often decide to buy less of it, 

* or to buy something else. If the price goes down,, . 
we maybuy mor^^o.f it. ' , . 

' When our iriGomes change, our demands are 
also iffected. We buy Ics^' or shift to cheaper. 
iteiT 3 when our income$ go d^wri. We lend to 
choose more expensive/ iterns or simply buy- more 
O^^en our incG^mes go up. 

demand ioiLQQods and services affects 
the efficietWy/>f.prodi/cer§. Mo^t of us look for 
good values^ when vvef'buy, and we are increasingly 
concerned <Wth proddct safety and reliability* We 
try to select gopds amd serC^iccs which will serve* 
Ife' best an(^ hiave thf highest qualify for the price. 
Thi's rewards efficie^ht producers, ^ho keep quality 
upand prigesdown.i^nd ptenalizesf inefficient ones. 
\b succeed; producers must continue to offer ^ 

'.goods and services that consumers' want. 

Producers ^ ' 

As we have noted; individual self-sufficiency^ 
was a characteristic of oyr economy in 1776. 
People produced goocls primarily for their own ' 
survival or for barter, but this changed as the 
economy became more complex and production 
'became more specialized. Today, we rely on 
others to produce what we ne,ed. and we pay for 
those needs with our wages and other income. 

While the output of producers has changed 
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dramatically since those early days, the function 
' ' of producers has not. ^ ' . 

Producers etre jthose who \*ork by 
: themselves or in groups to provide goods and 
, services . They have made economic 'decisions , 
, based on what they believe the demand wjll be'fqr 

• their products or services --and the^ expect to 
garn fin incotnetrom what they do. 

Who are these producers in the American 
economic syst(?m? You may think only in terms. of 
. larg[e businesses, but. in all probability, you are a 
producer y^rself. * • 
' / Wor/cersaKe producers. They apply their . 
basic skills and energies to change resources into 
goods and services. ' • ' | 
e( What this labor force produces .keeps' 
. changing with our economy. In 1776 most 
American workers were farmers. A century Icijer, ; 
^ /as the country becapne more indiistfialized, only • :^ 
/ one-haif of the labor force^worked on farms. 

• Today that figure is down to four percent. There' 
jiave been so many advances in farminig / 
machinery, seeds, and fertilizers that far fewer 
farm workers are now required to supply a much 
larger consumer demand. • " 

.Other important changes have occurred in 
' more recent times. Our demand for services — for 
*^ch tljings'as education, medical care, enter- 
^taintnent, and transportation — has outpaced our 
more traditional consumption of goods. Today, 
producc/s of services far dutnumber producers 
of goods in our economy. 

How does!the work force look today? The 
total civilian labor force for 1976 was almost 95 
million persons, of whom over 87 millibn had jobs. 
Of these, over three millton-i^ere'agricultural 
workers, and almost 6 million were self-employed.- 
This leaves 78 million Americans who were work- 
ing on an hourly or salary basis in business and in 
government. Unfortunately, during 1976 un- 
employment averaged more than seven million. 
Although the American economy has provided 
many millions of jobs for a growing labor force, . 
reduction of unemployment remains a critical chal- 
lenge. This important subject will be discussed later. 

Many American workers belong to labor 
unions. When the United States was just a few 
years old, workers began to join together to 
bargain with em^oyers for better wages and 
working conditions. ITiese were our firstilabor . ; 
unions, on a very small scakr^'to be sure. 

The American labor union movement 
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became an important force in bUr economic 
. system after the Civil War. Tlie Knights of Labor 
had 7CX).00ameiTiber? in the 18«0 s. Ip 1886, the 
American Federation of-Labor { A/F* of L.) was 
formed, and later came the Congress of Industrial 
Organizations (C.lOSjnA^Sb, the A.F. of L. and 
C.I.O, joined forceS'and became what i.s now, our . 
nation's largest labor organfeation. Today, about 
one fifth, of all workers belong to labor unions. 

McuKigers are producers Thsy **pr6duce'' 
when they coordinate, plan, and organize the 
actual productipn of goods and services. Ab^qut 
one-third of all wage afid salaried employees are 
managers, supervisors, or administrators. 

Investors arc producers. They supply the • 
money, or financial capitaK-needed'tobuyand use 
facilities, equipment, and ravy materials. • 

You may well D)8^helping to supply financial 
^ capital without realizing it'. If you have a savings 
account, owp shares ot stocks, 6wn life insurance, 
or are in a pension fund, yoii are helping to 
generate funds for investment purposes. 

Banks, savings and loaq asspciations, and * 
the stock marketVi^elp put tfie sa^vings of people . 

1 

* « 

■« V 
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to work. By financing home and business* 
investments and the creation of new jobs, they 
play a vital rble in our economic system. 

^ . People who start businesses are producers. 
these people who start new enterprises or^* 
businesses are called '^entrepreneurs!* Their vision 
and originality have ^Iways played a key part in 
the growth of our economy by providing new 
goods, services, and jobs. Some of Americas 
famous tnventofs have been entrepreneurs. 

lnvr'**ors and entrepreneurs take on the 
risks of fiiiMMcing and owning on-going businesses 
and starti: . new ones. They do this for the chance 



to earn a return on their investments. The amount 
Xhqy actually earn can vary widely, d^pending'^"^ 

upon such'.things-as consumer demand, business* 
' costs, apd goyernipent policies. 

The roles of all these'producers —workers, . 

managers, investors, and entrepreneurs — are all . 

combined incbusinesses, the **producing units ' in 
* the\3rivate or non-government sector of our 
/economy. « \ . 

The three basic categories of business are: 
Single ownership, or proprietorship. One 

person owns the business and takes responsibility 

for all-operations and risks. > 

Partnership, Two or^ore people share the 

responsibilityandthe-risksi^f ownership. , ^ 

Cdrptration, The business is owned by all 
the people who buy shaies of stock in it. OAmers 
^(stockholders) vote for a board of dfrectors, who 
appoint managers to run the conrjpariy. The cpr- 
« poration it^lf is nesporisible for the Hrrns debts or 
other legal- obligations. What the investorsrisk is 
their investment. The goal "of investors in^gular 
corporations is a share of the income earned. • 
Cooperative corporations are owned and con- 
trolled b9 their'mcmbers, and are operated for the 
benefit of their members to market products or 
obtain goods and services. 

So although you may never have thought of 
yourself as a producer in our economy, you may 
well be one in ways you did not realize. 

Governments 

^ ^^/e have seen that consumers and 
producers^rpake decisions in the American 
economic system. Now let's see hl)W government 
gets into the decision-making process. 

Almost 200 years ago, the Preamble to our 
Constitution set forth certain goals that were 
essential to,creating and maintaining a climate in 
which people could work, invest, and prosper. 

"We the People of thc'tlnited States, in 
O/der h form a more perfect Union, establish 
, Justice, insure domestic Tranquility, provide far 
the common defence, promote the general 
Welfare and secure the Blessings of Liberty to 
oursehes and our Posterity, do ordain and 
establish this Constituti6n fpr the United States of 
America'— September 17, 1787, ^ 

Government Acttvities Todav. Sin^e the 
Constitution was written, the country has grown 
enormously and so has the goverr^ment s role and 
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" responsibility. There are five major areas in which 
government units, on the federal/State, ant^ local 
levels, are involved in the economy 

Protection of the rights and freedoms df- 
mdlu(dua/s -^economic, political and religious — 
' through out courts and the administration of our 
laws. ' • • 

Providing goods and services in the interest 
o/a// of LiS— such as highways, national defense, 
and education. ' ' * 

. Reguhfion — the promotion of fair economic 
comjbetition and the protection of public he^alth 
and safety 

• m 

Promotion of economic growth and 
sfabifecjt/on— through various economic policies 
' an^i programs. ' 

Direct support to /nd/uic/ua/s— programs to 

reduce hardships for individuals who can nof 

meet their minimum needs because of special 

• ' circumstances or lack of employment. 
» 

The%e functions cost money and to carry * 
them out in 1976, federal state and local ' 
. governments spent about $572 billion * 
($572,OOO!0OOXKtO or about $7,800 per 
household). 



Buying goods tjnd setvfcc^j— 
National dt'fense. education, 
highways, public saftjtv. etc > 

Direct assistance to [?)dMduAls 

Social Security benefits. welftiVe 
payments, unemployment 
ifwurance. medical care, 
food stamps, etc. 

Othef - including net inte/est on 
public debt 
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i [^iM'd uiv)n .ipproxwnaU'lv 7 UKJn u kj hou>oholds \i\ the 
IJnit^'tl Stat»»s 

*A1! of this must be paid for with money 
raised in two basic ways: by taxing individuals and 
businesses, and by borrowing. In some cases we 
pay more directly for the public serv/ices we get. 
Bridge tolls- postage, and tuition charges at public 
universities are examples of "user charges!* 
and the money raised in these ways helps pay 
for some of the costs of these services. 

In 1976 governments collected taxes of the 
follpvjjj[ng kinds: 



Personal mcoine and property taxes 
Corporate profits taxes 

lljdirect business i<\ies Uncluding 
^*^sales taxies and property taxes) 
Social Security, retirement 
unemplovment collectiotis 



Billion^ 
of Dollars 

$197 
65 

150 
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Anyone who keeps watch over his or her ' 
own budget will see that the total spending by all 
'governments for 1976 ( $572 billion ) was greater 
than the taxes collected ($53'6 billion) by $36 
. billion. T^e $36 billion difference is chlled a def^it 
ThesiieofTO deficit reflects the combined impacts • 
on governments^of rising expenditures and tax 
revenues affected by persistent unemployment. . 
Government deficits are financed by borrowing. 

Over the 21 year period from 1956 through 
1976, the federal government had deficits in 15 
yearsustat^ and local governments as a grdup ran 
deficits in seven years. However the reasons for 
deficits or surpluses (taxes greater than spending) 
at the federal level can differ greatly from those 
at the state and local levels. 

The total debt of all government units at the 
beginning of 1976 was estimated at almost $748 
•billion. Seventy percent ($525.t)iHion) was ovved , 
" by the federal government and the balance ($223 
billion) by state and local governments. For com- 
parison, the mortgage debt on private homes was 
$4S6 billion, and corporate debt — for such things 
as additional factories and equipment, raw mate- 
rials, and operating funds— was $1,287 billion. 

With a growing population we have com.e.to 
'^'^pect many more activities from every level of. 
government. More governmental units. become 
necessary as new suburbs, towns, and school 
districts are formed. Today, in fact,4here are some 
78,000 local governments in out country. This'has 
resulted in large increases in the number of public 
errtployees. The foP 3wing chart shows thejncrease 
in government employment in recent years. 

GOVERNMENT RMPl.OYMf .NT {C|Vll.lAN ONLY) 
millions of persons 

; TOTAL 14 9 
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shoukhiovcmnicfu (/o'^' There i§ 
considerable debate across the country on just ^ , 
what the scope of government should be. Tpx 
make sure that government activities best serve^- 
thc people, all of us need to examine certain issues 
l>efore we commit our resources arid effotjs 4 
to particular government programs: 

\s the program a proper one for governinent? 
Can it be done better by the priv?ate sector? 
What will the program cost? 
Who will pay the costs? 

Who will receive.the benefits? ^ 

Are the expected benefits worth the 
estimated costs? f 

These are difficult questions. But we must 
all think about them, because they affect all of us. 
Your voice cour.ts in making these decisions. It 
counts when you Mpt^ on such issues as school 
bonds. And it certainly counts when you vote for 
public officials who influence policies in such 
areas as taxes, regulation, consumer and environ- 
mental matters, and national security 

Our Other Resources , 

Our most important "resourced* of course, is 

people. The unique spirit of America is based 

upon the coming together o^pcoples from many 

lands and races to seek 'freedom and opportunity- 

We traditionally have responded to new 

cliallenges by "getting the job done." 

The functioning of our economic system 

depends upon other resources, too, and how wel] 

they are used. 
< 

• Naniral HcMmrccy- Some natural resources . 
are exhaustible, available to us in limited qijantities. 
Once used, that s it. ELxamples are crude^oil, 
natural gas, and coal— the so-calle^l "fossil" fuels 
used to produce energy. Of course, some of these 
resources are more limited than others. Fortu- 
nately, America s coal reserves are the world s 
largest. 

Our nation really runs on energy With six 
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percent of the world s population, we use alri^ost 
30 percent of the world s estimated energy 
production according to the most recent figures 
available. This reflects our larg^utput of goods 
and sgn?)ces compared with that of the rest of 
the worjd. ^ - ^ 

Today almcist 94 bercent of the energy 
required by our economic system comes frpm 
fossil fuels, primarily natural Qas and oil. As a ^ 
nation, our consumption of oil and natural gas ^. 
has grown more than 1 0 times ove/ the past 50. 
years. Ujifortunately our reserves of oil and gas 
will not be able to suppor* such high energy usage 
many years longer 

Concern abput the exhaustible nature of our 
fuel supplies is forcing'^us to coi^sider a whole 
series of crucial decisions we must make in the 
epeigy area. How can we save energy? Should we 
encourage exploration for new energy resources? 
Should this exploration be conducted by private 
industry or government? Should we increase the* 
use g{ coal, a relatively abundant fuel in the United 
States? Decisions we make now will have a great 
influence on the future of the Auierican economic 
system. ^ , 

While our country has vast amounts of 
natural resources, we are increasingly dependent 
upon foreign sources for certain critical raw mate- 
rials besides oilTor excimple, we had to import 
from other cour?tries 87 percent of the aluminum, 
85 percent of the tin. and 89 percent of the 
chromium we fieeded in 1976. 
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Some? rtisoiua^s are inexhaustible, Theiy , 
exist \n virtually uniimitfid supply. Eneixjy from the 
sun it* %)ne exarapk-?: et\ ^rgy froni nuclear fusion 
could he anoth<:>r Howciver, doveloping these fuel 
sourc^^s will require new tGchnologies and 
^nlrr • 'ous a'mounts of dollar investnfients. ^ 

. *\nd. it's good to know that some resources 
are renewable W\th careful planning. Our forests 
are' ar example. At present rates of use and with 
proper management, the nation s forests cbuld • 
nf\^<^\^ us of adequate timber resources 
inJ'.'tjnitely 

• , C(ipU(x\ Qood&and Needs Factories and 
•:*n;Khinery needed to convert raw materials 
iiuo the cjoods^and services we want are called 
Ciipital goods. ^ 

The more resources we invest in nevO capital 
.jocds, the lesii we will have now to use for 
consumer goods and services. Providing for the 
'future which is a form of saving — or spending 
.tor present needs is a fundamental choice to be 
made in most economic decisions. 

hi our early days:when we were primarily a 
nation of farmers, investments in factories and 
cquipnient were not large. But cis the industrial 
rcjvolution spread, and our agricultural economy 
chant^ed to ah industrial econo. ^y. mon? and more 
investment in capital goods were required. - 

Factories and*equipment wear out. or 
bee ^meout-of date and "noncQmiD'etitiver Besides 
rc^placing these items, more capital goods are 
needed if.our production is to expand. Without a 
continuing supply of new capital goods, the . 
eiconomy cannot produce the goods aojd services 
and jobs we require now and in the future. And 
this means large capital investments must 
continually be made! 

The basic incentive for businesses and 
individuals to invest in new capital goods is the 
hope of additioT^al future'income. Over the years, 
investment ificome has been affected by'many 
changes^in governmentpolicies in the United 
Slates, and^this has influenced our rate of capital 
investment^In fact, such policies in several other 
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major industiial nations have been more favorable 
to capital investment than those in this country, 

\n addition\p replacing, modernizing,, and 
expanding existingjndustrial capacity, Qur nation 
.will be challenged in the next decade .to'provide 
more jobs, expand housing, develop major new 
energy resources, continue improvements in the 
qwality of our envirortm'ent, and improve our 
transportation network?. It has been estimated , 
that our total capital requirements for the next 10 
years will be somewhere between $2,000 billion 
and $4\000.billion,at least double those of the - 
past decade. 

Capital goods are important to jobs. In 1976. 
the investment in equipment and facilities 
averagad slightly over $4 1,000 for each production 
worker in AmericaV) industry. Over the period 
1975-1:955, its now estimated that more than 16 
million new jobs will be.nseded for worl<ers enter- 
ing the labor raarket for the first time. Here we 
face some very important questions. How can 
business and government best work together to 
provide these jobs? And how will the necessatv 
capf^al goods be provided? 

• In this section on "What" Makes- Our Econ- , 
omy Work?" we have examined decisions in the 
American-economic system and have seen that 
they are still basically made by consumers and . < ^ 
producers. Yet federal, state, and 
local governments have becorne _ 
increasingly involved in economic 
decisions that affect the use of our 
resources. 
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HOW DOES 
OUR ECONOMY 

rrr together? 

Our economy can be thought of as a gigantic 
machine. So far we have been looking at the 
'different parts and what they do. Now, in order to 
understand. the ^cpnomy more fully, it will be help- 
ful to look at how the whole machine fits together 
and works. The concept of supply and demand is 
central to this understanding. - — 

Supply* Demand, and Prices ^ • - 

We have touched on this subject of supply 
and demand briefly in earlier sections. It is really 
something we con»e in contact with every day. 

For example, supply and demand affect the 
wages we are paid; these wages are really the 
prices we charge for perfonning work. They.also 
affect the prices of goods and services, the prices 
of raw materials, and the "price," or interest, paid 
when we borrow money. 

Two factors work together to determine the 
supply of a product, service, or resource: the cost 
of producing it and the selling price. 

Suppose that buyers are willing to pay more 
for a product than it costs to produce it. Busi.- 
nesses will usually increase their production to 
increase their profits (or their return over and 
above production costs). This "profit margin," if it's 
large enough, encourages new businesses to enter 
this field. Now there's more competition among 
sellers, and this tends to reduce prices or improve 
products - or both. And it means a larger supply. 

There is an opposite side to this point. Con- 
sumers may decide by not buying it that a prod- 
uct is not worth the cost of producing it. When 
this happens, and if the situation continues very 



long, the product will be forced off the market. 

What is going on is a balancing act between 
the supply of goods and services, and the demand 
for them in the marketplace. Prices play a role in - 
this process. Lcok around, and you can see the 
effects. 

When the auto model year is over, last year's 
models are usually reduced in price to stimulate 
sales. Department stores hold clearance sales to 
reduce their inventories. 

Food prices go up and down, depending in 
pltrt^onthe relative supply of agricultural com- 
■moditieirHoyyever, the costs of such commodities 
are often a smalb share of the final retail price for 
many processed foods. For example, in 1976, it is 
estimated that prices of fann products accounted 
• for only 16 percent of the price of^ typical loaf of 
bread. The other .84 percent was for processing 
and distribution. 

All these transactions between buyers and 
sellers are made possible by the existence of 
money. Using money is a most convenient way to - 
exchange goods and services. Also, by saving * 
money, we can set aside some of our purchasing 
power for later use. Money makes buying and 
selling ee^sy, and thus makes our economic life far 
more productive. That is why money has replaced 
the barter system in all modern societies. 

The marketplace is wherever these trans- 
actions occur, where buyers and sellers come 
together to agree on the exchange of goods and 
servioes for money. Money and markets are 
essential to the American economy. They permit 
buyers and sellers to influence each other and 
thereby largely determine what our economy 
produces and who produces it. 



Competition 

Competition has always been of key 
importance in the American eGonomic system. 

What Corrtpetition I)oei> The vitality of 
.the American economy is based on competition 
between producers. Those who supply the best 
goods and services at the best prices generally will 
be the most successful. And it is through adver,-. 
tising that producers inform buyers about their 
goods and services. 

If, in comparison with similar products, 
design appears to be inferior, if price is too high in 
terms of value received, if service falls short, a. 
product will not be "competitive," and its sales 
, could suffer' 

Competition is one of t^\e factors which 
causes our economy to change constantly Pro- 
ducers tend to move to activities where earnings 
will apparently be higher and leave those where 
earnings are lower, this means that Vv/orkers. 
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facilities, and raw materials shift to these new 
areas from former ones. ' 

Production with modern technology fre- 
quently requires large factories and very large 
dollar investments. When, this is the case, it may 
be most efficient for a few* big firms to supply the 
items — at the lower prices. that larger production 
volumes permit — rather than many small ones. ^ 
Even here competition for sales can still act as 
a strong stimulus for developing new products 
and improving current ones. 

Government Reo,ulat:on of Con]pctition. 
Eiecause consumers obtam benefits from competi- 
• tion, our government has traditionally sought to 
maintain a competitive environment fot business. 
This has often taken the form of laws or regula 
tions intended to prevent abusesJn specific areas. 



Of course,, many government regulaticins also deal 
with product standards, environmental impacts, 
and other matters not directly related to 
competition. - ^ • - 

It s obvious that without competitron, [:irices 
of goods and services tend to be higher than they 
would be with competition —and outplit is lower. 
When there is little competition, producers can be 
relatively inefficientwithout being penalized.and 
manpower and^ther resources can be wasted. 

As long ago as 1890, Congress passed a 
major piece of legislation regulatwig business — 
the Sherman AntiTrust Act. The objective was 

, to prevent two or more persons from getting •. 

* together to *Vestrain trade." This could involve 
forming a nionopoly, where a single producer 
dominates an industry so that it can set^pricesot 
control supply without regard to . competition. lt| 
could also involve price fixing, the agreement | ^ 
among several firms to set prices to avoid j 
competition.* * ' • j ^ 

There are some cases vjUer^ compctitiorj 
may not be in the.ptiblic interest. An^example.js a • 
public utility that supplies electricity or natural gas 
or water. Duplication of local power, gas or water ' 
lines could result in higher rates. But if there is no 
competition, how should prices be determined? In 
such cases, the state or local governments regulate 
the prices of the services, keeping in mind the 
interest of the public and the costs involved. 

The issue of goyerriment regulation of many 
areas of business, such as food, transportation,^ . 
and energy, is constantly before us. Are certain* 
businesses over-regulated? Are they under-regu- 
• lated? How can regulation be used to improve . 
competition? These and other questions must be 
examined as we look at the rote of gQvernment 
regulation in our economic lives. . V 

Procluctivity. In any discussion of compe- 
tition, the subject of productivity is likely to come 
up. Productivity is a relatively new word to most 
of us, but it is very important to every economic 
system. Productivity describes how well pro- 
ducers (and governments) use resources — 
people, facilities, and raw innaterials. 

^ The most important factors influencing 

. productivity are: 

People -the\r skills, efforts, and motivations. 
Capitol resources-^ the availability and 
efficiency of factories and cquipr^ent. 

Technology -\he application of science to 
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inclustrial needs, involving new materials, new 
methcxls. and advanced prcxrgsses. 

Organizatipr)'- the effectiveness of manage- 
ment in combining resources. 

Government rec^u/jif/on— the imposition of 
standards or restrictions. 

Working environment— dis it relates to both 
health and work attitudes. 

Improvement of productivity in businesses 
attd industries is essential if we are to maintain 
competitiveness in selling goods and services 
both at home and abroad.'Since ou^ various 
governments normally have no competition in 
providing many of their services, improving ' 
prodactivity in government should be a matter of 
special interest and concern to us all. ' 

Productivity levels change over the years as 
economies grow and face new conditions. How 
does our productivity growth compare with other 
nations? Before World Waf II, the Uoited States' 
was the world leader in productivity growth. How- 
ever between 1960 and 1976 productivity in 
manufacfturing increased on an dverage of less 
tl^n three percent per year in the Unfted States, 
while in Japan, the figure was almost nine percent 
for the same period. Japan accomplished this, in 
part, by using the most advanced technologies in 
its post-war reconstruction. In fact, all of our major- 
industrial trading partners did better in productivity 
growth in manufacturing during this period than 
we did. 

Output per worker in the United States is 
still the world"^ highest and tliis refjects our high 
ievei c5f capit.:. inv€stmcint per worker. But the gap 
is closing betuoen our country and other industrial 
nations. This ' '^nge directlj/^affects the ability of 
our products to compete in the world marketplace. 

We must leahze that our future standard of 



Jiving is t(ed to productivity growth. As produc- 
tivity increases, our standard o,f livirfg incr6ases. 
With inadequate productivity growth.and an ' 
expanding population, ''our standard of living and . 
our ability to compete with other nations could-* 
decline. • ' 

• , How do we as producers remain competitive? 
.And how do we increase productivity? Investrnents-, 

• in' new factories and equipment and improved 
technology are the answers in many cases. But 
our rafe of investment has been lower than that of 
all other major .industrial nations over the 1960- 

. 1975 period. How these needed improvements 
can be provided will be discussed later 

Balancing the Economy 

As you probably realize i)y now, an 
important factor making the American economic 
'system work is the **law'' of supply and demand, f 
It is not really a law. of course: it is an explanation 
of the factors determining howmuch^pf each . 
product and service is produced, and how those 
goods and services are distributed. \ 

Remember that when we buy less than oiir 
economy is prodQcing, eventually production goes 
down and unemployment increases. When our 
purchases increase, this demand results in busi- 
ness expansion and higher employment. 

Supply And demand forces ultimately deter- 
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mine th^> levels of production and employment in 
our economv. But as we shall^ see, certain'^steps can 
be taken to influence what these levels will be. 
It is now a responsibility of th^federal tjoven.ment, 
as established by the Employfnent Act of 1946, 
^ "to promote maximum employment, production, 
and purchasing power ^ % • • 

Maintaining both stable prices and high 
employment, however, is difficult in a free society. 
Wages tend to increase wherj available workers 
are in short supply, and prices of goods tend to^ 
r rise when demand outstrips supply. 

. Up^s and Do\Jom of ihe Economy, Over the 
years, our economy has grown at a remarkable 
' rate. But in this process, there have been periods 
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of expansion, and pefiods of recession. These 
alternating ups and downs mean that our national 
goal of high em|1loyment is not always achieved! 

The economy expands and contracts 
because our total spending changes. Many factors 
can cause this, including the introduttion of new 
technologies, the availability of investment funds, 
changing national economic policies, crop failure^, 
wars, and*]i^blicconfidence in oOr economic 
♦ future. There are many more. All these factors 
directly affect the economy. 

Let s consider this matter of public confi ' 
dence a little further. When economic times are 
"good,*'lndividuals, businesses, and many govern- 
-nients feel more conhdent about the future, and 
•spend more. An individual might buy a new c jr oi 
decide to buy a home. A company may decide the 
time is right to build a new factory or install new 



equipment. A local government may build a new 
school. 

Expenditures like these are not made every . 
day. When spending occurs in surges because^of 
increased public confidence, this stimulates the 
economy for a period of time. When such spending 
slows down, this contributes-to a slowing down of 
the economy. 

These economic ups and downs have varied 
/ widely in the past, and federal government policies 
Voften have attempted to moderate their adverse 
impacts. However, there are So many complex 
forces at.work in our economy, and the timing of 
government policies is so critical, that unexpected 

results can occur 
« 

Ft^coj Policies^ 'The taxing and spending 
policies of^the federal government are called fiscal 
policies: . ^ 

Federal spending can be increased to keep 
.overall demand at a high level if private spending 
. is low. And federal spending can be restrained to 
reduce overall demand when demand is higher 
than our total production. 

Government tax -policies can also be 
changed to help balance the economy. Federal tax 
^Us-iindjigbatesjcan^^ to stimulate the 
economy in a recession - as was done in 1975 — 
dTtax increases may be used to help dampen '\ 
excessive demand. 

Whether the federal government has a^ 
surplus (spending less than taxes) or.a deficit 
(spending greater than taxes) depends on how 
fiscal policy is used to meet the needs of the 
economy and how the economy performs. 

Monetary. Policv.The Federal Reserve 
System has Vesponsibility for conti oiling our 
nation s "money supply" -the total of all coins 
and currehcy in circulation, plus checking 
accounts held by individuals.and businesses. This 
control is called monetary policy, which is 
another way to lessen the adverse effects of 
economic swings. 

The supply of money has an important 
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influence 6n spending and production,. and banks 
play a central role in this process. By changing 
the money supply, the Federal Reserve affects 
the amount pf money'that banks can lend to 
individuals and businesses to spji^nd. In simplest 
terms' the Federal Reserve generally makes 
money more available wheri total spending is , 
considered too low, and less available when total 
spending too high. These actions'directly 
influence interest rates throughout our economy 

/n//at/on; Inflation qneans a rifee in the general 
level of prices. Nobody wants inflation, but^it has v 
become allloo familiar in the world today 

Prices of most goods and services have 
increased significantly over recent years. Prices 
often go up.as the quality of the goods and 
services we buy improves. But in general, price 
increases which are not accompanied by . 
improved quality are called inflationai^. 

^ When inflation occurs, each dollsMr we have 
buys fewer'goods and services. la^the years 



Copyrighted material .. 
removed by ERIC 



between 1955 and 1976. the ability of our dollar 
to purch'ase these things went down by about 53 
percent. 

Inflation has at least three basic causes. 
When consumers, businesses, and governments 
spend too heavily on available goods and services, 
this high demand can force prices up. if costs of 
production rise and producers try to maintain 
profit levels, prices must increase. The lack of 
competition between producers can also con 
tribute to inflation. 

The I. jrdens of inflation tend tp fall more 
heavily ov those who live on incomes that remain 
the same or rise more slowly.than prices. This can 
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include many workers and retired persqns. The 
bnty way these people can cope witii rising p^rices 
is to buy less, reducing their living standards. 

Employment. The American economy has 
shown an impressive ability to create new jobs. 
Between 1950 and 1976, 29 milliort new jobs 
' were created and total employment rose by 48 
' percept During that period female employment . 
almolt doubled, as almost 18 million of these new 
jobs were filled by women. 

However, the natural growth and develop- 
ment of the economy has brought major shifts in 
employment. Some regions of the country grow ... 
faster than others. Some industries grow faster 
than others. The pattern of available jobs keeps 
changing and the work force must continually 
adjust to these changes. 

Of course, the total demand for goods and • 
services changes during swings in the economy. 
This change in demand, combined with the - \ 
regional and occupational shifts in cmpPoyment 
just described, causes part of the work force to be 
unemployed for various periods of time. 

Reducing unemployment and the personal 
hardships associated with it Ir^voives efforts by ' 
business, labor organizations, government, and 
individuals themselves. Retraining programs, . 
income assistance, and emplo\^ent services can 
all help people adjust to chariging job conditions. 

This section has sej forth fiome of the most 
important economi<rquestions that face our , 
nation today How can we best encourage cornpe- 
• tition? How can we best deal with the problems 
of inflation? In what ways can we broaden • 
employment opportunitie's for those in need? 
' Each deserves seripus thought, since our future 
■ progress depends on the answers we provide. 
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WH^TDOES 
OUK ECONOMY 



We now have some familiarity with the , 
elements of our economy, with how decisions are 
made and with how the system works. Now we 
can look at the extraordinaiv dimensions of our 
, Americaii economy- the things it provides. 

■ * • . '■' * 

How Big Is Oiir Economy? 

One way to measure the size of our national 
production is to add together the value of all the 
goods and services we produce in one year, The 
total is called the Gross NatiomI Product or 
"GNP." We constantly see and hear references to 
this total In the news as a yardstick of our produc- 
tion". The GNP does not include do-it-yourself 
activities, such as housework or home gardening. 
it also does not measure things like the qUality of 
' our environment. 

• In 1976. our CjNP tolaled over 'S1.706 billion. 
$1,706,461,000,000! Us size waH greater than 
that of the USSR. West Germany, and the United 
Kingdom combined. This overwhelming figure • 
can be bett^ understood by thinking of it as abqut 
$7,900 worfli of goods and services per American. 

Over the year-^ur GNP has increased 
astonishingly The next chart shows the growth 
In our econoniy since our Centennial in 1876. 
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(ill turnns o( 1976 dollars) ' . • 
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, Our population has also increased by almost 
five times sinces»1876. Th»s means that in 1976 • 
the GNP was distributed among a population of 
215 million people instead of among 44 million 
people as was the case in 1876, 



U.S. POPULATION GROWTH 
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When jaopulation growth Is taken into 
account, the GNF^ per persorsigjifill almost seven 
times its value of 100 years ago. 

\ Throughout all Ihis time, q^x output oi goods 
.agfjj ipvices per person has remained the highest 
of tlmvorld's major industrial nations. Below are • 
a few international comparisons for 1976, with the 
United Statey, assigned a rating of 100. 

. ^ BELM IM' OJVPUrOf- GOOOS AM) iikH.VlC£5 



100 r u-s. 

81 pFKANCE 



69 

46 

36 



WEST GERMANY 



JAPAN 



UNITED KINGDOM 



ITALY 



USSR 



There are some smaller nt\tions, such -as 
Swcd(,'n. Switzerland and Kuwait which did as 
wi?ll or better in»national output per person than 
the major industrial nations listed above.' 

^ Of course, we have to realize that output 
per person is simi:^y one of the many things that 
determine our standard of living. We must also 
consider things thc^t affect the quality of our lives 
as well — such as bow cleafi our air is or how much 
leisure time we^have. However. GNP is useful 
as a measure of some of the things our economy 
provides that affect' how well we live. ^ 

Today many questions are asked about 
our GNP and its growth, Some people feel that 
we should have little or no economic growth, in 
order to conserve natural resources. Others say 
we should continue to increase production and 
employment even at some cost to our environ- 
ment. Choices he?e will detcrmiiieshow well 
we live' in the f^Jture. < 
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Ilficoinii 

We earn income by applying our skills, 
efforts, and resources to some productive purpose 
and being paid for it. In this activity we produce 
goods and services for others — and income for 
ourselves. This income, in turn, allows us to 
buy the gocvis and services that we want. 

If we add up all of the 1976 incomes of ' Av 
viduals and businesses earned through producing 
goods and ^c^ivices, the total is over $1,364 billton.J 
As you miglii expect, most of this income went to 



ernployees/in wages and benefits, as the following 
chart shows: 




Rent and Interest 
Income 




Unincorporated 
Businc'sses and Fanm 



Corp9rate Income 
BUSINESSES 



INDIVIDUALS 



\\'r'^n))a\ Income. Personal income is the 
income we receive from all sourqes - for.example, 
ourwages, rent from property we may own, in- 
terest on our savings, ana profits if we own shares 
in businesses. Personal income also includes pay- 
ments, such as Social Security or unemployment 
benefits, made by governments to individuals. 
These payrnents^re called '^transfer payments'' 
and amounted to about 14 percent of total 
personal income for 1976. The amount left aftel; . 
we pay taxes is called spendable income 9r 
dispqsQble incc^e— the money wfe have left to 
si!^end or save in the ways we chbose. 

Levels of person'al income have changed 
considerably In 1955, about six percent of all 
families had incomes over $10,000. In 1975, about 
^ 26 percent of all families had an equivalent 
level of income ($20,000) or highfe| Also, the 
number qf people below 'low incor;jiie" levels 
as defined by the federal government Has 
fallen significantly since 1960. f C 




Millions of 
Persons 



1960 



1965 



1970 




While incomes in general are rising, it 
ould be recognized that important differences in 
incomes are associated with differences in race 
and sex. One way to compare certain income 
differences is to look at "median family income." 
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ihis '\sthe income received by the "rnicidle" family 
in a particular grdup. For example. in1w6 median 
family incoqie of all white families was about . } 
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. $15,537 while for non-white families it wasS about 

There is also a general relationship between 
^the skills cicquired through educatiorK and the 
incomes earned later in life, as the following' 
chart shows. 



•:OMl*AKN()\S()f' M11>!)1 f.l AMlIN iNroMl \()\{ 107,, 



Less th.in 

litjh School 
Colli?yo 
morc*J 

Differences in incomes associated with race 
and sex art often the result of discrimination 
and lack of educational opportunity. 
* f There is much public discussion about the 
incomes of our people. Are we doing enough to 
improve the lot of.the disa'dvantaged? How can 
government efforts in this area be made more 
effective? The decisions we make will affect how 
the benefits of our American economic system 
afc shared. Here again, your views are important. 

Jiusmess Ifwome Now let s look at business 
income, also called gross pro/if. This is the 
money that is left from sales and other re^venues 
v-^fter all costs of doing business ( not including 
income taxes) have been paid. ^ ^ 

If you lump all American manljfacturing 




corporations together, the average gross profit 
over the period 1965-1976 was 8.2 cents on each 
dollar of sales.' Of thi§ sum^ 3.6 cents, went for 
corporate Income taxes, 2:1 cents were distributed 
as dividends to stockholders, and 2,5 cents were 
retained by the corporations. 

Retained profits are typically used for busi- 
nes^expanslon, for new pljjj^nts and equipment, 
or to repay loans. It is from retained profits that 
producers can create new jobs and Improve their 
competitiveness by increasTrig their productivity. 

Net profit is the term used to describe what is 
left froni gross profit after business income taxes 
/have been .paid. For the period '1965-1976, corpo- 
rate net profits were less than five cents on a dollar 
of sales, or about a 12 percent return on stock- 
holder investments. ' ^ ^ . 

When a corporation, or other busiri.ess,.does 
not earn profits, at best only operating costs are 
covered. The company must then rely more lieavily . 
on sales of new. stock or borrowed moncyjo ex- 
pand or bring its production processes up-to-date.- 
But this is difficult, because investors' confidence in 
the business declines when^profits evaporate— and 
this makes investment money hard to obtain. 

International Tr^de 

Trade with other nations is esseri'tial to our ■ 
economic well-being. International trade permits 
us to apply more of our work and resources td^"^ 
activities where we can do a better job than other 
nations. Ifalso allows other nations to be success- 
ful where tdey can do a better job than we can: 

A country can have a production advantage 
because' of the availability of certain raw materials, 
a favqrable climate, lower wages, or more 
advanced manufacturing processes. 

Wt^eh goods and services can be produced 
with relative efficiency, they are competitive in the 
viorid marketplace. They offer value which cannot 
be obtained elsewhere, so other nations buy and 
import them. This creates jobs and^opportunities 
at home. 

In the case of bur nation, the products of our ^ 
agriculture, aerospace, and computer industries 
are examples of goods that we export because of 
our superiority in producing them. ^ 

International trade also permits us to obtain 
raw materials and food we need that are not 
available here iri sufficient supply.'One obvious 
example would be petroleum; others are tin. 
chrome, bananas, and coffee — to cite a few. 
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The si2C' and mix of our international trace 
for 1976 are shown below: 

lOTi, IMIXMrrs AND LXI'OKrs.l.n bilhnris ,M Jdli.jt^ ^ 

• «• 

Cdtcyotv 



Fuel and lubricants 
Other indu»4inal supplies 
Business and industrial iiwchiriery 
'Automotive Vi'|iicles. parts, enijineb 
Agriji^iltural prcxJucts 
All other * . 



Inipoils 


txpi)fts 




$ 47 

■ 27.;i 




109 / 




16.1 


11.2 


11^: '■ 


. 2:i:A 




•102 


$im7 


$115.0. 



The table shows that in 1976 fuels and lubri- 
xants accounted for over one-fourth 'of our.imporfs, 
due to pricing actions by The Orgamzatiori of 
Petroleum Exporting Countries (OPEC) and in- ^ 
creased U.S. imports. Also, agriciiltural producfts 
represented about one-fifth of our total exports, 
so we can easily see the importance of food ' 
^ production to oiir international tradis?. 

Even'in 1776, the United States was a majqr . 
trading nation. Today, we are the world s leading 
trader; West Germany is second, and Japan thircf,' 
Our economy has become more and more 



Ipferrelated with the economies of othw nations. 
•&rid we have seen a dramatic growth of our inter 
national trade. From 1972 to 1976, the value of 
both U.S. exports and imports more than doubled. 

When the value of our exports is less than 
the value of our imports, we h*ave wha^ js called a^ 
trade deficit. This means extra dollars end up in . 
those countries from whichwe imported. The 
reverse is true when we a trade^surplus. 

A trade ddicit or surplus iSjpne"'of the factors 
that determine the dollars valu^abroad. Other 
factors include domestic and foreign interest rates, 
inflation rates, and expectations about the future. 
In genei^K the prices we pay fbrlmports change as 
' the supply of and demand for U.S. dollars change 
in the world s economy. " * - 

♦ • » iiatdoes the American economic system 
provide? by product4on at home and by inter 
national trade, it provides the goods and services 
that form the basis of our high standard of living. 
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ECONOMIC 
CHOICES 

In this brief description of our American 
economic system, we have tried to answer basic 
questions: What are the specHfroles of. con- 
sumers, producers, resources, and governments? 
What principles affect how i,t works? What are 
. the dimensions of our economy? 

The Need for Choices 

In answering questions like these, it becomes 
obvious that our economic system is n6t a perfect 
one. All of our needs and desires cannot be fully j^^^ 
■ satisfied — nor will they ever be in a-world of •' 'S^ 
limited resources. ^ 

Thjf()ughout history, many societies have 
attempted to solve this problem by dictatin"^ what 
individual needs and wants should be - and by 
controlling how these needs and wants are'met. 
Yet economic freedoms and personal freedpms 
have a way of interlocking. When individuals are 
told how they must conduct their economic lives, 
and where there are obstacles to such economic 
freedoms as spending choices aqd career choices, 
personal freedoms are inherently invqlved. * % 

In the American economic system, decision'^^ 
making is shared by consumers, producers, and 
governments. Our challenge— and privilege — is to 
^ make wise choices in our use of economic . 



( 



resources, to best satisfy our private and public 
needs aind wants.. now and in the future. 

Considering Ahernative Benefits 

« 

What benefits do we g^jn whe'n we make a 
particulaV economic decision - compared with the . 
benefits we n^ght have gained by making another? 
We must always consider the alternatives, 

Whatu'e are discussing is an economic con- 
cept known as opportunity; cost. When limited 
resources are used, some benefits are gained, but 
soitie are also sacrificed, So there is a "cost" 
involved in our choice. 
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. ^ This concept applies to all economic - 
choices. For instance, in our own lives we make 
choices like these: . , 

Spending for things toda^. or saving for the future. . 

Bdlonting ^spending for fpod, clothing and Shelter ^ 
against spendtng for entertainment and recreation. 

Undertaking extra work or spending that time on 
leisure. 

Comparing the potential benefits of higher^ 
education with the cost and sacrifices it nomiall^ 
requires. ^ ^ ' * 

There are also key jDublic issues th^t require 
choices: 

* » 

How much governrjient involvement in pur 
economy is necessar]^ fonits continued wellbemg? 
Iff what areas should there be less involverr^ent? 
h^what areas, more? ^ 1 

How can loe balance national growth with ' ^ 
conservation ofna^ural resources and protection 
of our environment? /. 

How can we evaluate the long-term economic and 
' social costs and benefits of various government 
prograriis? ^ I , • 

How con we^hold down inflation and yet stimulate ^ 
the economy and expand employment? 

How con we preserve the benefits of'competitioh 
Tn our American economic system {Ond still meet , ^ 
the needs of the lesc^ fprtunate? 



Answers to such questions as these arc any- 
* thi'rtg but siiv!ple. Yet these Issues directly affect 
our owri future, our children's fature and our 
nation s.UnciGr ou( American economic and 
politic?)! system, such answers depend upon the 
- dhoicel v>e all make. , ' r' 

For over 200 years, Americaiias prolijered, 
defended individualfreedoms, offered hope and 
opportunity to people from many lands and of 
many beliefs, and piet challenges with' confidence 
♦and determination. 
. . Our economic system has been a major 
element in this tradition. The system rriust 
continue to be a vital source of strength and 
achievement if we are to maintain our progress" 
ijitj^e years to come.. 

\ It i^ hoped that this,bookletJhas given you a 
better ui^derstanding of the American economic 
system. «nd how yoU play an important part in it 
Thislj^klet will be w6rthwhile if it has increased 
your desire, to learn more about ouY ecenomit 
system and to use that knowledge to make better^ 
economic choices for yourself, your family and 
yoyr nation as it enters its third century. 
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Sources of Additional Infonnatlon 

This booklet may have raised some 
new questions in your mind; or may not have fully 
covered som^jsi^ues in which you are particularly 
interested. \ * 

Th(ire are rnany excellent sources of 
additional info^nation on basic economics and on 
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our Americarrecenomic system. These sources 
include schooliind city libraries; laibon farm and 
business associations; and many agencies of 
go(^ernment. 

For information ofl'^current developments 
and issues, newspat^ers. magazines, television, 
radio, and other news media can be helpful. 

AdditionarCopies 

Single copies of this booklet are available 
without'charge by writing: "Economies'' Pueblo, 
Colorado 81009. 

For fiirther information about bulk copies 
contact; The Advertising Council, Inc., 
825 Third Avenue, New York NY 10022!. 



Statistics 

Stdtistfe Contained in Th'is Bookl<2t Are Based Upon 

The Following sources: 

"Council of Economic Advisers - 

Economic Report of the President ( 1977)' 

Council on International rxonomiaPolicy 

internationol Economic Repqrt of tiW President (1977). 

Federal Trade Commission 

Quarterl); Financial Report of Manufacturing 'CoqjorQtioni 
•^Rr>t Quarter. r)77). 

U.3. Department of Agriculture 
Wheat Situation (Selected 1977 issues). 

'iJ.S. Department of Commerce 

Long Term Economil Growth. 18601965{\9.73). 
Surve\; of Current Business (Selected 1977 issuesi. 
Current Population Reports. SeriesP-60. No. 107(1977? 

and earlier issues. ^ 
' Current Population Reports. Series P 20. No. 307(1977). 
Highlights of the US. Expon and Import Trade, Report 

fT-990( December 1976). 
Historical Statistics of the United States. Colonial times 

to 1970(1976). 
Statistical Abstract of the United Stoles: 1976 ( le976). 
International Economic Indicators and Competitiue Trends 

(Selected 1977 k^ih^^^ 
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Linpubii'jiK'd data related to the comparaiive estimates of the 
^ outputj> of tlw Americtin and Soviet economies. 

U S t>pc»rtmL'!it ()f tho Interior 

hneryv Pc.rspt\ twes 2 ( PJ7()). 
IJ S Dep.u'tMKMit of tc^bor 

EynpliKt^wniond hunufK^s (SeWcti.'d 1^77 issuers). 

ilnitiHi Stains, m9 72,BLS 

liuliclm IIU'J '^(I^'T:^)'. 

• Unpubli'-hcd data ( )!i the output of t^oods tuid sv^rvices per 
persiMi ^irui oiil[Mit p^T man hour in iiianufacturiny 
in selta ted v-ounrtu>s. 
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